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Strategy may be one of the most misunderstood business concepts, but it's essential for people at all levels of the organization to understand what strategy is and how it affects their jobs. Regardless of your position in your organization, your company's strategy is a critical element of your job. Even if your job mostly involves tactical decisions, such as daily rate setting, you are still enmeshed in the company's strategy. Not only that, but as I explain the nature of hospitality strategy in this chapter, you will see how your everyday actions contribute to the business strategy. In fact, if you think strategically, you will experience a deeper understanding of your operation and your firm's external environment, so that you'll have an integrated perspective for the operation.
Whether you are currently a manager in a hospitality firm or hoping to redirect your efforts to become one, understanding the strategic management process is important to achieving performance.
Hospitality firms' performance is linked to the thoroughness, sophistication, participation, and formality of strategic planning processes. 1 In fact, a study of leadership competencies found that strategic positioning was viewed by senior industry leaders as more important for future leaders than was industry knowledge. 2 This chapter explores the major strategic responsibilities that you must assume when serving as a business unit manager. After reading this chapter, you will be able to evaluate and develop an overall direction for your organization, deploy strategic tools to conduct an ongoing analysis of the changing business situation, select a competitive strategy, and understand the resource capabilities needed to build a competitive advantage. Let's start by defining strategy so that you can see the difference between strategies and operational plans.
What is Strategy?
Strategy focuses on the long-term direction of your company. The foundation of a strategy is the development of a strategic orientation, which is akin to developing a perspective or a way of coming to envision future business decisions and discerning present actions. Your strategy provides guidance for the preparation of short-term plans and integrates functional plans into an overall scheme for the organization. In contrast to the long-term focus of strategy, tactical thinking is short term and should be based on the business strategy.
People often confuse short-term budgets and functional area plans with strategies, and the term strategy is used loosely to mean almost any document or action involving the overall business.
Strategy is not a response to short-term fluctuations in operations or the environment-that involves tactical thinking. Similarly, strategy is not a set of numbers that merely project out three to five years into the future, nor is it a functional plan-even a long-run plan-such as a five-year marketing plan or a seven-year capital budget. Those, too, should flow from your overall strategy and not the other way around.
Building a Strategy
Engaging in the strategy-development process involves proactive analysis and learning about your competitive environment and your internal operation. You establish a strategic direction, create strategies that are intended to move the firm in that direction, and implement those strategies, all in an effort to satisfy key stakeholders. The process begins with an analysis of your firm's organizational strengths, weaknesses, opportunities, and threats (known as SWOT analysis). SWOT analysis is intended to help you select strategies that (1) take advantage of organizational strengths and environmental opportunities or (2) neutralize or overcome organizational weaknesses and environmental threats. 3 Strengths are resources and capabilities that can lead to a competitive advantage, like a great location or extraordinary service delivery. Weaknesses are resources and capabilities that your firm does not possess, and their absence puts the company at a disadvantage. Opportunities are positive conditions in the broad and operating environments, such as favorable tax incentives. Threats are conditions in the broad and operating environments that may stand in the way of competitiveness such as a shift in consumer preferences.
After strategies are formulated, plans for implementing them are established and carried out, as shown in Figure 15 .1. 4 To become a successful manager in the hospitality industry, you need strategy to help chart a course, coordinate others, and conserve energy. Without a long-term strategic direction, your operation will drift and your management team will make inconsistent decisions, thereby wasting both energy and resources.
As a hotel property manager, your major strategic management responsibilities include establishing the overall direction of the business unit, ongoing analysis of the changing business situation, selecting a competitive strategy and the specific tactics needed to carry it out (strategic posture), and managing resources to produce a sustainable competitive advantage (see Table 15 .1).
Set a Direction
Your company's strategy begins with a clear understanding of the business, including who is being satisfied, what is being satisfied, and how customer needs are satisfied. Strategic direction, including values and principles, forms the foundation on which plans of action are developed. Hotel
Indigo, a brand of Intercontinental Hotel Group (IHG), for example, defines itself as a lifestyle boutique hotel designed to appeal to the middle-market, style-savvy guest who desires affordable luxury, genuine service, and an alternative to traditional "beige" hotels without sacrificing any of the business amenities guests expect. 5 In defining who they are, Indigo's managers pinpoint the middle-market, style-savvy guest who is trading up to higher levels of quality and taste but still seeks value. What is being satisfied is the traveler's desire to experience affordable luxury and style instead of the "beige" hotel. Finally, the how is accomplished through a retail service model in which changes are made throughout the year to keep the hotel fresh, similar to the way retailers change their window displays.
One of the most common ways you can communicate your hotel's strategic direction is to write a mission statement, which is a brief statement of the hotel's purpose that defines the scope of the operation. Mission statements often include information on markets served, customers, products, services, employees, location, and strategic features. 
Analyze the Business Situation
As a strategic thinker, you need to become a trend watcher so that you can continually analyze your business situation and ensure that your strategy is still effective. One element of analyzing the situation is to look at the most important forces in the broad external environment and how your company and competitors will respond to these forces. The external environment includes groups, individuals, and forces that affect the hotel from outside the organization. Key external influences can be grouped under the acronym PEST, as follows:
 Political-governmental laws, regulations, and policies  Economic-overall economic activity, including inflation, trade deficits, exchange rates, and interest rates  Sociocultural-population size and content, as well as consumers' attitudes  Technological-equipment innovations, and new products or processes
As with SWOT analysis, opportunities and threats are conditions in the broad environment that help or hinder a firm's efforts to achieve competitiveness. 7 Key opportunities and threats may come from unlikely sources, and often can be viewed as two sides of the same coin, meaning that an opportunity that competitors exploit can become a threat. Using the PEST rubric, you can analyze trends in the broad environment. Table 15 .3 depicts a PEST analysis. On the left, you can describe the nature of each trend. The columns in the middle can be used to identify each trend as an opportunity, a threat, or as neutral to your hotel. The last column should list possible actions you could take to respond to the opportunities and threats.
The internal organization includes all of the stakeholders, resources, knowledge, and processes that exist within the boundaries of the hotel. You also need to examine your hotel's resources and capabilities and match these strengths to emerging opportunities in the broad environment. This analysis is the basis of strategy formulation.
Your hotel enjoys a competitive advantage when it has a long-lasting business advantage compared to rival firms that offers it a significant edge over the competition. Usually, this means that the hotel can do something competitors can't do or has something competitors lack. While it is extremely difficult to sustain a competitive advantage, hotels work to create advantages through the development of resources and capabilities. For example, Starwood has identified several capabilities that they believe lead to a competitive advantage, as stated in Table 15 .4.
8
You can begin your internal analysis by listing your hotel's resources and capabilities. Include on your list both tangible resources (such as the physical property or financial assets) and intangible resources (such as brand or organizational culture, and human, innovation, and reputation resources).
Focus on the things your hotel can do that its competitors can't or something your organization has that its competitors lack. What you are developing is a list of resources that together create a competitive advantage; by itself, a single resource is not sufficient for this purpose.
Taken together, these resources and capabilities are the source of your hotel's core competencies, which form the basis of your competitive advantage. Here are two examples of how that works. The core competencies that Ryanair assembled to accomplish its business strategy of being a low-cost carrier included acquiring a fleet of easy-to-maintain aircraft, flying into regional airports, controlling customer service costs, and selling primarily through an online distribution channel.
As an example from the hostels segment of the industry, Chic & Basic, a Barcelona-based hotel company, created a competitive advantage for its business by offering a differentiated product. 9 Breaking with tradition, the company developed a broad definition of the "hostel customer" and incorporated a modern and hip design along with special amenities. The bundle of complementary resources included carefully chosen low-cost locations, a distinctive physical space, efficient staffing, and amenities not commonly found in hostels. Figure 15 .2 depicts the way Chic & Basic built its differentiation strategy (i.e., a designer look at a low price) on four core competencies that are, in turn, composed of a bundle of distinctive resources.
Choose a Competitive Strategy
Your choice of strategy is based on the analysis of your competitive situation, strengths, and weaknesses, and opportunities as they relate to those of competitors. Although no two business strategies are exactly alike, we can classify them into just a few generic types to identify common strategic characteristics. The classic strategy taxonomy was developed by Michael Porter in 1980. 10 Porter advanced the idea that a sustainable competitive advantage is related to the amount of value a firm creates for its customers. According to Porter, firms create superior value for customers either by offering them a preferred product or service at a somewhat higher price (where the additional value received exceeds the additional cost of obtaining it) or by offering them a basic product or service that is produced at the lowest possible cost. He suggested the following strategy types: differentiation, lowcost leadership, and focus, which he divided into differentiation focus and low-cost focus. Finally, he
proposed that a company that is following none of those generic strategies is "stuck in the middle." 11 According to Porter, these uncommitted firms should have lower performance than committed firms should because they lack a consistent basis for creating superior value.
The first option, referred to as differentiation, requires the company to distinguish its products or services on the basis of an attribute such as technology embodied in design, location, or the skill and experience of employees. The second option, called low-cost leadership, is based on efficient cost production. For example, a restaurant that is trying to achieve a competitive advantage by producing at the lowest cost will seek some combination of efficiency, low levels of overhead, and high volume.
Porter's third strategic option, called focus, involves targeting a narrow segment of the market through either low-cost leadership or differentiation. JetBlue Airlines pursues a strategy of low-cost leadership for a broad market, for example, while Four Seasons Hotels and Resorts relies on a strategy of differentiation. An example of a differentiation focus strategy would be the gay and lesbian hotels developed by Milagro Properties. Some hotel firms have succeeded at melding cost leadership with differentiation. I'll discuss this strategic hybrid, called best value, in a moment, after we cover Porter's classic strategies.
Although each brand should be associated with a particular strategy, a hotel company that operates several brands can pursue several business-level strategies simultaneously through its different brands or business units. Intercontinental Hotel Group is one company that owns many brands that pursue a wide variety of strategies. The company's prestige brand, Intercontinental Hotels and Resorts, uses a differentiation strategy by offering outstanding facilities and superior service within unique local contexts and cultures. At a different price point, the Holiday Inn brand offers full-service comfort and value to a broad market, while Candlewood Suites offers a focused strategy in a hotel experience created for stays of a week or longer. As I described earlier, Hotel Indigo is another focused brand, while
Crowne Plaza puts its attention on the convention and meetings business. The strategy of Holiday Inn Express is probably best described as low-cost leadership because of its broad appeal to the mass market and emphasis on limited service, cleanliness, timelessness, and cost efficiency. I should emphasize that low-cost leadership does not mean low quality. So, in one company, we have brands that illustrate Porter's archetypal strategies. Let's look at each of those strategies.
Creating a Differentiation Strategy
A differentiation strategy focuses on offering products or services that customers perceive to be different and better than the offerings of the competition. This strategy is popular in the hospitality industry, primarily because hospitality services are complex and satisfy self-identity and social affiliation needs, thus creating tremendous opportunities for differentiation. However, while the potential for differentiation is great in service businesses, the ease of imitation can make it likely that several brands will attempt similar strategies, a situation known as competitive convergence. Despite each chain's effort to differentiate, many brands become enough alike that consumers cannot truly distinguish them from each other.
Differentiation is a strategic choice, not a feature of the market, and as such needs to be based on creating a bundle of resource capabilities. Service experiences that complement consumers' lifestyles, and brands that communicate their aspirations may allow the firm that creates these products and services to set itself apart sufficiently that it can charge a premium price. The higher price is necessary to cover the extra costs incurred in offering the unique experience.
To understand and profit from a differentiation strategy it is important to understand customer lifestyles and aspirations, so that the hotel's distinctive offerings are valued by customers.
Differentiation can be achieved in an almost unlimited number of ways, including: Reputations and brands are difficult to imitate, for example, whereas particular service features may be easy to imitate. In general, intangible resources such as a high-performance organizational culture are hard to imitate and are a stronger basis of competitive advantage, whereas a tangible resource such as the fixtures and furnishings in a hotel are easy to imitate. So creating value extends beyond just the product, as Four Seasons has illustrated with its fostering of a service culture. 12 Among other distinctive resources, Four Seasons has built its strategy of providing genuine and innovative service on a careful employee selection process and the development of flexible standards to deliver personal service to guests.
The key to success when deploying a differentiation strategy is that customers must be willing to pay more for the service than it cost your hotel to create it. Therefore, a critical aspect of the differentiation strategy is to keep costs low in the areas that are not directly related to the sources of differentiation. Chic & Basic, for example, differentiated on design while keeping staffing costs low.
Many large hotel companies avoid investing in real estate so that they can focus their efforts on brand and franchise differentiation. This "asset-light" strategy is common throughout the hotel industry.
Creating a Low-Cost Strategy
Firms pursuing cost leadership set out to become the lowest-cost providers of a good or service.
For instance, both Etap and Motel 6 are pursuing low-cost strategies and do not offer significantly more than the basics: simply furnished rooms with a bed, shower, and toilet. Ryanair and JetBlue provide nofrills flights at the lowest prices possible. Burger King and Taco Bell work on value pricing to deliver food quickly to those who want convenience and low price. Management in these companies is good at minimizing costs so that they can keep prices low and attract a wide segment of the market interested in an inexpensive product or service offering.
Theoretically, hotels that are able to achieve the lowest cost do not have to charge the lowest price. In other words, a cost leader does not have to be a price leader. If a hotel is able to achieve the lowest cost but charge a price that is the same as competitors charge, then it will enjoy higher profits. As a practical matter, however, there are few barriers to switching. If the low-cost leader's price is the same as or higher than the price others charge, customers seeking low prices will be just as likely to switch to a competitor. Consequently, many low-cost leaders try to underprice competitors slightly in order to give customers an incentive to buy from them and to keep their volumes high enough to support their low-cost strategy.
Let's examine the tactics typically used by companies pursuing a low-cost strategy. As you will see, these tactics are applicable for any strategy, but are particularly designed to drive down costs. They are as follows: High Capacity Utilization Effective capacity utilization is particularly important in the hotel industry because fixed costs represent a large percentage of total costs. This is the reason that many hotels focus so tightly on maintaining high occupancy levels, using better demand forecasting in the revenue management process, expanding capacity conservatively, or pricing aggressively. Hotels that maintain high occupancy will be better able to maintain a lower cost structure than a competitor of equal size and capability but with lower occupancy.
The potential problem with the industry's focus on occupancy is that hotels often sacrifice rate to maintain occupancy. As you have read in other chapters, research has demonstrated that massive price cutting in the face of falling demand does not stimulate sufficient sales to make up for the loss in average rate. I've been involved with several studies that have revealed that customer demand does not appear to be easily stimulated by price reductions. 14 Take a study that I did with Linda Canina, of Cornell, and Mark Lomanno, of STR, that compared one hotel's rate and occupancy results with those of its competitors. Figure 15 .3 shows how customer demand (occupancy levels) remains constant (flat) for hotels in Europe even when the hotels price below their competitors. The figure also shows that revenue per available room (RevPAR) rises when hotels price higher than their competitors do and falls when hotels price below their direct competition. 15 We also found this to be true in U.S. hotels, again during both good times and bad. Careful revenue management can help you maximize revenue by knowing when to raise or lower prices according to occupancy levels. In short, while hotel demand (occupancy levels) cannot be stimulated easily, you can engage in dynamic pricing to effectively manage inventory.
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Economies of Scale Many of the largest hotel companies view their scale of operations (as distinct from capacity utilization) as a key competitive strength. This is the basis for the industry consolidation that has been led by several firms. Starwood Hotels and Resorts Worldwide, for example, states in its corporate overview that its scale contributes to lower costs of operations through purchasing economies. 17 The central principle of economies of scale is that costs per unit are less when a hotel expands its scale or size of operation, whether at the chain level or the property level. At the property level, the cost of constructing a 200-room hotel will probably not be twice the cost of building a 100-room hotel, so the initial fixed cost per unit of capacity will be lower, and it will not cost twice as much to operate.
Large hotel brands take advantage of economies of scale through frequent traveler programs, reservations systems, and global sales and marketing programs. The large brand can spread its marketing costs over a greater range of properties. Additionally, owners and franchisees of large hotel companies can enjoy advantages from economies of scale. Owners and developers who select a wellregarded brand may find that they can obtain lower interest charges and have access to a greater range of financial instruments because of the size of the brand. Owners will also benefit from managerial specialization of the brand company in hotel development and renovation projects. Support in the areas of architectural and interior design, project and construction management, and procurement related services can reduce the long-run average cost of running an individual hotel.
Learning-Curve Effects
Creating systems that are as simple as possible allows low-cost providers to benefit from the learning-curve effect. A simple system does not require as much repetition in the learning process. However, hotels with complex systems can overcome a steep learning curve by offering strong training programs. In either case, you help employees along the learning curve by creating an environment that is favorable to both learning and change and then rewarding employees for their productivity improvements. 
Technological Advances

Outsourcing-Make versus Buy
Purchasing value-creating activities through outsourcing can increase a firm's flexibility "while reducing risk and costs. However, it does require effective coordination, and you have to select the "right" activities to outsource. Increasingly, hotel companies are realizing that sometimes another company can more efficiently handle a service than they can.
When thinking about outsourcing, you should keep in mind that hotels have begun to subcontract a wide variety of activities, including accounting, reservations, information systems, and even hotel management. Individual hotels have also effectively outsourced food and beverage, janitorial, airport shuttle, valet, human resource, and even housekeeping services. The key to success is whether the outsourced service delivers on both the cost savings you hoped for and the level of performance you require.
Best Value: Seeking the Blue Ocean
In reading about Porter's classic competitive strategies, you might be thinking that your firm is drawing elements from each one. Probably so, and that approach of combining strategic elements from both differentiation and low cost is known as a best value strategy. Best value is about making sure that the things that provide the most perceived value to a customer are done very well, while at the same time you are looking for -ways to keep costs low through technology, economies of scale, learning, or reducing waste. While a red ocean is crowded and competition turns the ocean bloody red, a blue ocean is undiscovered, vast, and deep. 19 So think of the blue ocean strategy to seize growth opportunities, while you apply a best value strategy in which you create a new value proposition for the customer.
Chic & Basic is an example of a blue ocean or best-value strategy. It borrowed from the traditional hotel concept and offered a low-cost hostel concept in which design elements were created that had never been offered in this segment, along with such amenities as personal showers and private rooms-almost unheard of in the hostel segment. Figure 15 .4 provides a summary of the four factors identified in a blue ocean strategy to increase value as they apply to Chic & Basic. 
Deploying Key Resources
One of your most important roles is to acquire, develop, manage, and discard resources. Your business strategy will guide you in making those determinations. Your goal is to make sure your hotel has "superior resources" that confer competitive advantage. 20 Superior resources are valued by customers, possessed by only a small number of hotels, and are not easy to substitute. If a particular resource is also costly or impossible to imitate, then the competitive advantage may be sustainable-at least for a period of time. Unfortunately, most hospitality innovations are easy to imitate, and this type of competitive advantage is fleeting. Westin responded to an unspoken customer need with its "heavenly bed," but eventually competitors copied the concept and reduced that competitive advantage.
Building Your Competitive Advantage
A successful hotel manager is able to build a sustainable competitive advantage by capitalizing on the resources of the hotel. Over a long period of time, a sustainable competitive advantage may lead to higher-than-average hotel performance. 21 To determine whether your hotel has resources and capabilities that yield a sustainable competitive advantage you should ask yourself the following six questions:
Does the resource or capability have value in the market?
Valued resources allow you to exploit opportunities and/or neutralize threats.
Is the resource or capability unique?
If your hotel is one of very few with a particular resource or capability, then it may be a source of competitive advantage. The uniqueness dimension also implies that a resource or capability is not easily transferable or readily available in the market for purchase.
3.
Is there a readily available substitute for the resource or capability?
If a competing hotel has easy access to another resource or capabilities that will help them accomplish the same results, the resource has substitutes.
Do organizational systems exist that allow the realization of potential?
For potential to be realized, your hotel must also be organized to take advantage of it.
5.
Is the organization aware of and realizing the advantages?
You must be able to identify sources of competitive advantage and take positive actions for potential to be realized.
6.
Is the resource or capability difficult or costly to imitate?
The more difficult or costly a resource or capability is, the more valuable it is in producing a sustainable competitive advantage.
Positive answers to the first two questions and a negative answer to the third question means that a resource or capability has the potential to lead to a competitive advantage for your hotel.
However, that potential is not realized unless questions four and five are also answered in the affirmative. At this point, your hotel is using its systems and knowledge to take advantage of a unique and valuable resource or capability. However, resource advantages may not be sustainable. The final question regarding imitation determines the long-term value of a resource or capability.
Going Forward with Strategic Thinking
The nature of the hotel operation often runs counter to the need to be a strategic thinker. Since hotels are always open, it's easy to focus on daily operation and tactics. Moreover, hotel managers are frequently rewarded for putting out fires. Reacting to problems crowds out time that might otherwise be available for thinking and devising strategies. You can break free of this reactive style by following a strategic management process, as outlined in this chapter. First, create a new mission statement for your hotel. Analyze the environment and list both opportunities and threats that are facing your property. Identify your hotel's resources and capabilities. Give thought to ways of both differentiating and also cutting costs-seek out that blue ocean. Finally, devise your own unique property level strategy and then deploy your resources to accomplish the ongoing task of implementing your strategy.
It's possible that your strategy will be adopted by your entire firm. This is what happened at the Willard Intercontinental, when its then-general manager Hervé Houdré devised a sustainability strategy to set his hotel apart from the many hotels in Washington, D.C. 22 His sustainability program was so powerful that IHG has adopted many elements of the Willard's strategy.
Begin now to think about your operation. What is your company really good at? How do you compare to your competition? Who are your most important customers? When you carve out time for reflection, you begin the process of seeing your hotel differently. Taking time to reflect creates an opportunity for insight, and with insights shared with your staff, you can begin to change your own
